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Note

1
This report addresses itself to the preparation of

financial forecasts developed on a recurring basis as the output

2

3

of a forecasting system.
The Executive Committee of the Management AdvisoryServices Division at its meeting February 8, 1974 asked the MAS

6

Forecasting Task Force to develop similar standards for one-time

7

forecasts prepared without benefit of a forecasting system and

8

for the preparation of feasibility studies.

9

It is anticipated

that one-time forecasts and forecasts related to feasibility

10

studies will be addressed at a later date.

11
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PREFACE

1
The Executive Committee of the Management Advisory

Services Division created a task force in 1973 to develop

2

standards for the preparation of financial forecasts. This

3
4

report represents the results of a study made by the members of

5

that task force.

6

The purpose of this report is to delineate

standards

7

which would provide guidance to the preparers of financial fore-

8

casts and to the developers of forecasting systems and give

9

increased confidence to the public and the users of forecasts

10

where the standards have been followed.

11

The preparation of a financial forecast is the
responsibility of the management of an entity.

12

Management may

13

acquire the assistance and counsel of outside professionals in

14

meeting this responsibility.

15

CPAs may assist management in

the preparation of financial forecasts and in the development of

16

forecasting systems.

17

This report does not address standards for reporting

18

or disclosure requirements of financial forecasts or third party

19

attestation by CPAs on financial forecasts.

20
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PREFACE

(continued)

1

These standards are applicable to the preparation of

2

financial forecasts developed on a recurring basis as the output

3

of a forecasting system.

4

Standards for the preparation of one-

time forecasts and for the preparation of feasibility studies are
currently under development.

5.
6
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STANDARDS FOR SYSTEMS FOR THE PREPARATION OF FINANCIAL FORECASTS

1

INTRODUCTION

2

1.

Background

3

All persons concerned with economic matters and espe-

4

cially economic decisions are interested in predictions of the

5

future. Recently, great interest has been shown in the possi-

6

bility of forecasts of earnings prepared by the management of a

7

company and made available to shareholders, potential investors

8

and the public.

9

SEC Pronouncements

10

The Securities and Exchange Commission, which histor-

11

ically has prohibited the inclusion of financial forecasts in

12

prospectuses and reports filed with it has now Indicated it will

13

propose changes in its policies to permit the publication of fore- 14 .
cast data under certain

conditions.1

In its statement on this

15

subject, the Commission indicated that companies under its juris- 16
diction should not be required to make forecasts, but that those

17

who choose to do so should be required to meet certain standards

18

and disclosure requirements, including rules for filing with the

19

Commission.

The Commission's statement also indicates that no

20

"Statement by the Commission on the Disclosure of Projections
of Future Economic Performance, Securities Act of 1933."
Release No 5362. February 2, 1973.

21
22
23

1

- 21.

Background

1

(continued)

certification of the forecast by any third party would be permit-

2

ted in filings with the Commission.

3

The Commission has stated

its intention to develop such standards and rules but, as of the
date of this report, no proposal has been issued.
The Commission contemplates that a company subject

5
6

to its jurisdiction which discloses a forecast should be required

7

to file such forecasts with the Commission, to disclose how the

8

forecasts were made and the underlying assumptions, to update

9

the forecast on a regular basis and to reflect material changes,

10

and to provide a comparison of the forecast with actual results.

11

A company would be permitted to stop issuing forecasts at its

12

discretion with appropriate disclosure.

13

Current Status of Financial Forecasts

14

A few companies have included a financial forecast or

15

elements thereof in their annual reports to stockholders and in

16

other published material. Forecast information is frequently

17

made available on an informal basis to creditors, potential

18

creditor grantors, security analysts and selected investors.

19

Financial forecasts have sometimes been included in the offering

20

material of certain bond issues relating to hospitals, airports,

21

public facilities, etc.

22
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Background

(continued)

1

A very high proportion of large companies and many

2

smaller companies regularly prepare budgets or profit plans for

3

internal management use and many of these companies also prepare

4

financial forecasts for internal use.

5

In spite of the widespread preparation of financial

6

forecasts for internal use, no authoritative statement of guide-

7

lines or standards exists for either the preparation or publica-

8

tion of financial forecasts.

9

Such standards are desirable and

necessary if published forecasts are to be useful to the public.

10

Although the Securities and Exchange Commission has stated its

11

intent to issue forecasting standards, it is desirable and con-

12

sistent with Commission policy that these standards be developed

13

in the private sector and be based on experience with financial

14

forecasting.

15
16

Objective of This Report
The objective of this report is to define standards

17

for a system for the preparation of financial forecasts. The

18

reporting of forecasts, including disclosure requirements and

19

the possible attestation of forecasts, are outside the scope

20

of this report.

21

The publication of financial forecasts is here neither
advocated nor discouraged.

However, standards for the prepara-

22
23

tion of financial forecasts in this report have been developed

24

keeping in mind the possible publication of such forecasts and

25

the implications of publication on the preparation system.

26
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Background

(continued)

Ordinarily, financial forecasts will be prepared as

1
2

the output of a forecasting system which embraces both the

3

preparation of a forecast, the subsequent monitoring of actual

4

results relative to the financial forecast, and the updating or

5

revision of forecasts. This report addresses itself to the

6

standards such a system should meet. Circumstances may exist

7

where a financial forecast will be prepared without benefit of

8

a formal system and, therefore, might not fully comply with

9

these standards.

A forecast prepared for a new enterprise or

a very small company might be an example of such a circumstance.
Financial forecasts can be prepared on a one time

10
11
12

basis to meet some special need or on a recurring basis.

13

However, the Securities and Exchange Commission has stated its

14

view that any issuer who files forecast information should be

15

required to update the filed forecast on a regular basis and

16

whenever material changes are expected.

17
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Definitions and Scope

1

Financial Forecast

2

A financial forecast is a statement for an enterprise

3

showing the most probable financial position, financial results

4

of operations and cash flow for one or more future periods.

5

An enterprise may be privately owned, public or
government owned or a combination thereof.
be in corporate or other form.

An enterprise may

It may be a consolidated

corporate group, a single corporation or a subunit such as a
subsidiary or division.
merely a cost center.

However, an entity would not comprise
In general, a financial forecast would

6
7
8
9
10
11

relate to any entity for which financial statements could be

12

prepared.

13

The preparation of a financial forecast will ordinar-

14

ily involve the forecasting of financial position and cash flow,

15

as well as the financial results of operations.

Certain

16

elements of financial results, such as interest expense,

17

frequently cannot be reliably estimated without forecasting

18

cash flow and financial position.

19

However, circumstances may

exist where it is not necessary to forecast complete financial

20

statements.

21

Whether complete statements or selected items

should be disclosed is outside the scope of this report.

22

The period of a financial forecast will depend on many

23

factors such as the intended use, the economic situation, nature

24

of the industry, etc., and can be expected to differ by company. 25
In forecasting and particularly in updating a forecast, part of

26

the forecast period may have already expired and the forecast

27

\

may consist of elements of attained results, as well as estimates 28
of the future.

25

- 62. Definition (continued)

1

"Most probable" means that the assumptions have been

2

evaluated and that the forecast is based on management's judg-

3

ment of the most likely set of conditions and the most likely

4

course of action planned by the enterprise.

The most probable

5

result will usually be prepared as a single forecasted result,

6

although, under certain circumstances, the most probable result

7

may be expressed as a probabilistic statement or a range.

8

Financial Projections

9

"In contrast, a financial projection is a statement for

10

an enterprise showing the estimated financial results, based on

11

assumptions which are not necessarily the most likely. Finan-

12

cial projections are often developed to answer questions

13

involving "what would happen if?" While many of the same

14

principles apply, these standards are not directed toward the

15

preparation of financial projections.

16

Feasibility Study

17

A feasibility study is an analysis of a proposed
investment or course of action.

18

A feasibility study may involve 19

the preparation of financial projections and may under certain

20

circumstances involve the preparation of a financial forecast.

21

These standards are not directed toward the preparation or con-

22

duct of financial feasibility studies, although many of the

23

same principles may apply.

24
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Definition

(continued)

1

Financial Forecasting Systems

2

A system consists of a set of procedures, methods

3

and practices systematically applied by qualified personnel.

4

It includes the collection, recording, analysis, interpretation,

5

processing and review of information concerning all elements of

6

the organization that are significantly interrelated relative to

7

a particular problem area.

8

A financial forecasting system consists of a set of

9

related procedures, methods and practices used to prepare

10

financial forecasts, to monitor attained results relative to the

11

forecast and to prepare revisions or otherwise update the fore-

12

cast.

13

The system may or may not employ mechanized data process-

ing techniques.

14

Relationship to Other Systems

15

Budgets, plans, goals and objectives also involve
elements of predicting the future.

16

However, each tends to have

17

elements which distinguish it from a financial forecast although, 18
in certain situations, a plan or budget may be identical with a
forecast.

19

Budgets, plans, goals and objectives all usually have 20

elements of being targets, bogies or motivational hurdles.

Bud- 21

gets especially involve motivational, control and performance
evaluation considerations.

22

A financial forecast should recognize 23

these factors but the forecast should be an objective, logical,

24

supported statement of the most probable financial results.

25
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2.

Definition

(continued)

Under appropriate circumstances, a planning or

1
2

budgeting system may provide the basis for developing a fore-

3

cast.

4

The forecasting preparation standards are applicable

whether the financial forecast is prepared by a separate fore-

5

casting system or through the use of related planning and bud-

6

geting systems.

7

- 9-

3.

Nature of Forecasting

1

Forecasts are derived by a combination of judgment

2

and science, including history, plans, reactions, aspirations,

3

constraints, and pressures. Forecasts are based on management's

4

assumptions of future events, some of which are explicit, but

5

many of which are implicit.

6

The assumptions, in turn, are based

on present circumstances and information currently available,

7

including both internal and external data.

8

Forecasts may be

affected favorably or unfavorably by many factors such as
revenues, costs, employee

relations, taxes, governmental con-

9
10

trols and general economic conditions and, accordingly, there

11

is no assurance that the forecast will be achieved.

12

No one can know the future.

Predictions of the future

are based on information about the past and present.

Judgment

13
14

must of necessity be applied to estimate when and how conditions

15

are likely to change.

16

These judgments are subject to error.

The accuracy and reliability of a forecast can never
be guaranteed.
error.

Forecasts by their very nature are subject to

17
18

When a succession of forecasts is made over a period

19

of time, it is inevitable that at some point a forecast will

20

turn out to be in error.

21

Because of this, forecasts require

updating and revision when conditions significantly change.

22
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3.

Nature of Forecasting

(continued)

Forecast information is less subject to objective
verification than historical data.

Expected results are often

1
2

3

not achieved because of unforeseen occurrences. When working

4

with forecasting information, it is essential to understand the

5

inherent exposure to error involved in any forecast.

6

The difficulty in making a financial forecast can vary

7

significantly from company to company, from industry to industry

8

and from time to time. The reliability of a financial forecast

9

is a particular problem in the case of a new venture where no

10

historical record of performance exists on which to base a fore-

11

cast.

Financial forecasts may be prepared in this circumstance

12

by greater reliance on assumptions, but such forecasts usually

13

will not fully comply with these standards.

14

- 11 4.

Approach

1

Many different forecasting techniques and methods are
available.

The relevance of a particular technique for fore-

2

3

casting for a given enterprise at a given point in time must

4

largely be determined on a case-by-case basis, depending on the

5

specifics of the individual situation. Consequently, these

6

standards do not address themselves to individual forecasting

7

techniques.

8

In approaching standards for a system for the prepara-

9

tion of financial forecasts, some might look to very specific

10

prescriptions as to how specific items should or should not be

11

forecast.

12

An example would be standards for sales forecasting

or perhaps forecasting sales within a specific industry.

However, 13

financial forecasting is applicable to such a wide range of enter- 14
prises and the economy is so diverse and dynamic that the develop- 15
ment of standards on that basis is not practicable at this time.

16
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5.

Applicability of the Standards

1

These standards for systems for the preparation of

2

financial forecasts are intended to apply to enterprises which

3

prepare financial forecasts on a recurring basis.

4

Such enter-

prises are likely to bear some responsibility to update their

5

forecasts.

6

Although these standards may also be useful and

7

provide guidance for the preparation of one time forecasts,

8

such situations are not specifically addressed in these standards.

9

-These standards may also be useful and generally

10

provide guidance for the preparation of forecasts for internal

11

management use, for the preparation of financial projections

12

and to some extent for forecasts within financial feasibility

13

studies but no attempt has been made here to specifically address

14

these situations.

15

- 13 - .
6.

Role of the CPA

1

The preparation of a financial forecast is the responsibility of the management of an entity.

Management may acquire the

2

3

assistance and counsel of outside professionals in meeting this

4

responsibility.

CPAs may assist management in the prepara-

5

tion of financial forecasts and in the development of fore-

6

casting systems.

7

The role of the CPA with respect to matters of
reporting or disclosure requirements or third party attestation
on financial forecasts is outside the scope of this report.

8
9
10
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SUMMARY OF STANDARDS
1.

2.

Most probable single result.

1

A financial forecasting

system should provide a means for management to determine

3

what it considers to be the single most probable forecasted

4

result.

5

Accounting principles used.

The accounting principles used

4.

5.

6

in the preparation of a financial forecast should be those

7

which are expected to be used when the events and trans-

8

actions envisioned in the forecast will be recorded in

9

financial statements.
3.

2

10

Appropriate care and qualified personnel.

Financial fore-

11

casts should be prepared with appropriate care by qualified

12

personnel.

13

Best information available.

A financial forecasting system

14

should provide for seeking out the best information avail-

15

able at the time.

16

Reflection of plans. The information used in preparing a

17

financial forecast should reflect the plans of the enterprise. 18
6.

Reasonable assumptions suitably supported.

The assumptions

19

utilized in preparing a financial forecast should be reason-

20

able and appropriate and be suitably supported.

21

- 15 Summary of Standards
7.

8.

9.

(continued)

Relative effect of variations.

1
The financial forecasting

2

system should provide the means to determine the relative

3

effect of variations in the major underlying assumptions.

4

Adequate documentation.

should provide adequate documentation of both the forecast

5
6

and the forecasting process.

7

A financial forecasting system

Regular comparison with attained results.

A financial fore-

casting system should include the regular comparison of the
forecast with attained results.
10. Adequate review and approval. The preparation of a financial

8
9
10
11

forecast should include adequate review and approval by

12

management at the appropriate levels.

13

- 16 Standard #1.

A financial forecasting system

1

should provide a means for management to

2

determine what it considers to be the

3

single most probable forecasted result.

4

Users of forecasts have need in many circumstances
for a single estimate representing the most likely forecasted

5
6

financial result.

7

The need for a single forecast is partic-

ularly great for users external to the enterprise.

In addition,

the comparison of a forecast with actual attained results is
facilitated when the most likely single forecast is available.
The management of a company through the use of its

8
9
10
11

forecasting system is in the best position to determine the

12

single most likely forecasted financial result.

13

Consequently,

a financial forecasting system should provide the means for

l4

management to determine the single most probable forecasted

15

result and not place that burden on outsiders.

16

Forecasts are not exact and are subject to varying
degrees of error.

Preparing a forecast in a manner that

conveys the degree of uncertainty

associated with it is

very useful and should be encouraged.

This standard is not

17
18
19
20

intended to discourage the use of ranges, probabilistic

21

statements or estimates of error as supplements to the most

22

probable single forecasted result.

23

In fact, such information

is very useful to convey the essentially uncertain nature of

24

all forecasts.

25

- 17 Standard #2.

The accounting principles used

1

in the preparation of a financial fore-

2

cast should be those which are expected to

3

be used when the events and transactions

4

envisioned in the forecast will be recorded

5

in financial statements.

6

The objective of a financial forecast is to estimate
the financial results as they will be recorded in the financial

7
8

statements of the enterprise once the events have occurred.

9

Therefore, the accounting treatment applied to anticipated

10

events and- transactions in a forecast should be identical to

11

that accounting treatment expected to be applied in recording

12

the events once they have occurred.

This does not mean that

13

predicted events in a forecast cannot be aggregated or their

14

accounting implications be summarized.

15

From time to time organizations change the accounting principles they use.

If such changes are expected, they

should be reflected in the forecast and documented.

The meaning-

16
17
18

fulness of financial data is enhanced when it is comparable to

19

the data for other time periods.

20

Therefore, when such changes

in accounting treatment are anticipated, the forecasting

21

system should include a means to adjust the financial data to

22

a comparable basis.

23

In certain circumstances, a forecast may give

24

special emphasis to a particular aspect, such as cash flow or

25

tax position, even though the reporting of events may emphasize

26

net income based on accrual accounting concepts.

27

- 18 Standard #3.

Financial forecasts should be

1

prepared with appropriate care by qualified

2

personnel.

3

Appropriate care requires that diligence and proper

4

attention be exercised to insure that the forecast is as

5

reliable as is reasonable under the circumstances.

6

The fore-

cast should be honestly and objectively prepared in good faith

7

with neither undue optimism nor pessimism.

8

The analysis

should question the validity of all information and assumptions.
The preparation of a financial forecast ordinarily

9
10

involves the use of large amounts of data and requires a

11

great many calculations, a situation which introduces the

12

possibility of clerical error.

13

Procedures should be uti-

lized to help detect, control and eliminate such errors.
Qualified personnel are necessary to insure that

14
15

appropriate knowledge and expertise are present or acquired

16

during the course of the forecasting work.

17

Knowledge of

company and industry is most essential among these. Person-

18

nel having expertise representing marketing, operations,

19

finance, research and engineering and other technical areas

20

as appropriate should also participate. Management should

21

actively participate in the development of the forecast.

22

Analytical capacity and expertise in the analysis
and interpretation

of the relevant historical data is also

23
24

- 19 -

Standard #3.
necessary.

(continued)

1

In appropriate circumstances, expertise in technical. 2

forecasting techniques and methodology is required.

3

- 20 -

Standard #4.

A financial forecasting system

1

should provide for seeking out the best

2

information available at the time.

3

Information relevant to a forecast comes from many
sources, both "within and outside an organization.

An

4
5

effective forecasting system should provide for the searching

6

out of information relevant to a forecast to achieve the best,

7

most reliable information available.
The acquisition of information ordinarily involves
a cost.

This cost should be commensurate with the antici-

8
9

For

10

example, the cost of making a survey may far exceed any

11

potential benefit, even though the survey might produce the

12

best information available. This standard does not require

13

the acquisition of information regardless of cost; neither

14

does it eliminate the requirement to seek out information

15

merely because it will involve some cost.

16

pated benefits to be derived from the information.

A forecast can only be based on information available at the time it is prepared.

The fact that information

17
18

exists does not necessarily mean that it is available to the

19

forecasters.

20

Often information becomes available after a fore-

cast has been completed or after the forecast period has

21

expired which, in retrospect, would have permitted an im-

22

proved forecast.

23

- 21 Standard #4.

(continued)

Various sources of information involve different
degrees of reliability.

The reliability of the basic data

should be considered in the forecasting process.
A key consideration in the preparation of a

1
2

3
4

financial forecast is the use of an appropriate level of

5

detail.

6

The use of more detail may improve the relia-

bility of a forecast.

For example, forecasting sales by

7

product line, instead of in the aggregate, may improve the

8

sales forecast, especially when the products are sold in

9

different markets. However, situations exist where the use

10

of less detail or a more aggregated approach will improve

11

reliability.

12

For example, forecasting the cost of sales

for a manufacturer of thousands of individual items may be

13

done more effectively in groups than by individual item.

1.4

- 22 -

Standard #5.

The information used in pre-

1

paring a financial forecast should reflect

2

the plans of the enterprise.

3

A financial forecast should reflect the expected

4

economic effects of management plans which are the strategies, programs and actions management anticipates taking,

5
6

including those being planned in response to the assumed

7

future conditions.

8

Management's plans expressed in the form of budgets,

9

goals, policies and plans are a necessary part of the infor-

10

mation going into a forecast.

11

Care must be exercised to

eliminate the effect of undue optimism or pessimism contained

12

in such plans.

13

Plans and budgets are more reliable and credible

14

when developed through the use of effective management

15

planning and control systems.

16

Sound reporting on a timely

basis by organizational responsibility, together with

17

effective planning and budgeting, is the foundation of a

18

financial forecasting system.

19

- 23 Standard #6.

The assumptions utilized in

1

preparing a financial forecast should be

2

reasonable and appropriate and be suit-

3

ably supported.

4

Assumptions are the essence of forecasting and

5

are the most important single ingredient of a financial fore-

6

cast.

7

The quality of the underlying assumptions largely

determines the reliability of a forecast.

8

Assumptions vary in their relative potential

9

importance to forecasted results. The attention devoted to

10

the appropriateness of a particular assumption should be

11

commensurate with the likely relative impact of that assump-

12

tion.

13

Assumptions with large impact should receive more

attention and support than those with less impact. Gener-

14

ally, assumptions pertaining to sales volumes and revenues

15

have the greatest single impact on a company.

16

By nature a forecast always contains a large number

17

of assumptions, some of which may be obvious and explicit but

18

many of which are implicit and obscure.

19

Frequently, the most

basic assumptions with enormous potential impact, such as

20

those relating to war or peaceful conditions are not addressed

21

explicitly in the preparation of a forecast.

22

Significant

assumptions should be made explicit to focus attention on them

23

and to facilitate review by management.

24

- 24 Standard #6.

(continued)

Assumptions should be supported by evidence. While

I

it Is not possible to absolutely prove that any given assump-

2

tion will be true, much evidence consisting of data and

3

logical argument or theory can usually be developed to support

4

an assumption.

5

Historical data appropriately analyzed will

often reveal trends or other likely patterns of behavior.

6

Special scrutiny should be given assumptions which are not

7

consistent with past and current conditions.

8

Although it is ordinarily not feasible to exhaustively

9

list and otherwise document and support all the assumptions

10

underlying a forecast, nevertheless it is necessary to

11

explicitly state and seek out support for the most crucial

12

or significant assumptions.

13

Despite these precautions, hind-

sight will often reveal basic assumptions which have been over-

14

looked or in the light of later circumstances received in-

15
16

adequate treatment.

Furthermore, the nature of forecasting Is

such that some assumptions will turn out to be wrong no

17

matter what effort, analysis or support may be applied.

18

In evaluating assumptions, care must be exercised

19

to avoid undue optimism or pessimism and to objectively

20

assess the situation.

21

Relating an assumption to past or

present conditions often is a useful approach to check on

22

reasonableness.

23

However, trends are not necessarily reliable

indicators of the future.

Particular attention should be

24
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(continued)

given to the possibility of changes in conditions and these

1

must largely rest on theory and an understanding of the under-

2

lying causal factors.

3

Care should be exercised to avoid unrealistic assump-

4

tions in situations where assumptions may involve a certain

5

degree of arbitrariness.

6

For example, it may be difficult to

predict the precise rate of future cost inflation but it is

7

generally more realistic to estimate such a rate than to assume

8

no inflation.

9

The most difficult assumptions to evaluate are

those relating to world-wide macroeconomic conditions.

In

10

such cases management is placed in the position of using

11

subjective judgment to a greater degree than in many other

12

cases.

13
The nature of business enterprise is such that

14

many underlying assumptions are interrelated and certain

15

elements may have multiple impacts. For example, a slow-

16

down in economic activity will typically not only result in

17

a slow down in sales volume, but may also affect prices, and

18

the availability and cost of resources.

19

The conditions assumed in arriving at the sales

20

or revenue forecast should be consistent with those assumed

21

in forecasting the cost of operations.

22

Care should be

exercised to insure that likely costs and revenues have

23
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(continued)

been considered, that sufficient capacity and resources will

1

be available to produce the expected revenues, that capital

2

expenditures have been recognized as appropriate, that

3

provision has been made for applicable taxes and that appro-

4

priate

5

financing has been considered.
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The financial forecasting system

1

should provide the means to determine the

2

relative effect of variations in the major

3

underlying assumptions.

4

Forecasted financial results are usually relatively

5

more sensitive to certain elements and less responsive to

6

others.

7

Small changes in certain assumed conditions can

result in relatively large variations in the predicted results,

8

while relatively large changes in other elements cause only

9

minor shifts in the forecasted result.
In forecasting, an understanding of the relative

10
11

sensitivity of the results to the assumed conditions permits

12

the allocation of analysis, study and review to those areas

13

with the most significant impact.

14

Particular attention

should be devoted to those items likely to cause large

15

variations in the results and, especially, those likely to

16

result in shortfalls or underachievement.

17

Knowledge of a particular enterprise or industry
frequently permits an initial

identification of those key

18
19

factors upon which the financial success of the business

20

rests.

21

In the absence of such knowledge, additional analysis

should be performed to identify the most sensitive elements.

22
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A financial forecasting system

1

should provide adequate documentation of

2

both the forecast and the forecasting

3

process.

4

Documentation makes possible management review and
approval of a forecast.

It facilitates comparison of the

5
6

forecast with actual financial results, and it provides the

7

discipline necessary for reliable forecasting.

8

Documentation involves recording the underlying

9

assumptions, as well as summarizing the supporting evidence

10

for the assumptions.

11

Documentation should provide the

ability to trace forecasted financial results through inter-

12

mediate calculations back to the basic underlying assumptions.

13

Adequate documentation makes it possible for persons

14

experienced and qualified in forecasting to reconstruct the

15

forecast.

16

Documentation should cover the system, as well as

individual forecasts.

Documentation requires an organized

17

recording of system and forecasts which is maintained and

18

available for subsequent use.

19
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A financial forecasting system

1

should include the regular comparison of

2

the forecast with attained results.

3

The objective of a forecast is to estimate financial

4

results for one or more future periods. The regular comparison

5

of forecasted results with actual provides a historical measure

6

of forecasting success and may also be useful as an indication

7

of the likely reliability of future forecasts.

8

The regular com-

parison with actual and the analysis of deviations also

9

provides a basis for making improvements in the forecasting

10

methods and approaches.

11

Comparison of the forecast with actual should occur

12

on a regular basis through the period of the forecast.

13

Deviations from the forecast should be analyzed to provide

14

an early indication that the forecast may be in error and

15

may require updating or revision.

16

The comparison with actual should not be limited

17

to financial results but should also include comparison of

18

the underlying factors and key assumptions, such as sales

19

volumes, prices and production rates.

20

Emphasis should be

placed on those items sometimes called leading indicators,

21

such as order rates, backlogs and changes in capacity

22

which precede attained financial results but which largely

23

determine future results.

24
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The preparation of a financial

1

forecast should include adequate review

2

and approval by management at the appro-

3

priate levels.

4

A financial forecast is an important statement of

5

the most probable future financial results of an enterprise.

6

The ultimate responsibility for a forecast rests with manage-

7

ment at the highest responsible level of authority, the same

8

level as for historical financial statements. This responsi-

9

bility rests with the officers and directors of the company.

10

Adequate review means that the review is conducted

11

in sufficient depth to assure the reviewers of the soundness

12

of the forecasting process. The reviewer should satisfy

13

himself that the forecast and subsequent revisions were pre-

14

pared in accordance with the minimum standards for the

15

preparation of forecasts.

16

Adequate review and approval

requires formal communication of a forecast, together with

17

supporting documentation.

18

Review at intermediate levels of management -

19

Including such functions as marketing, operations, engi-

20

neering and finance - insures that the reasonableness of

21

the forecast is evaluated from several vantage points and

22

especially by those who will be responsible for the sub-

23

sequent delivery of forecasted results.
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